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"THE ATKINS FAMILY"

INTRODUCTION

We have been invited to meet with the family members and key employees of Atkins
Family Enterprises, Inc. at the suggestion of their accountants and financial advisors (and our
friends), Tally & Counsel, P.C. We have been told only (1) that the company has been very
successful in its field, (2) the company has great prospects for expanding its scope in the coming
years, (3) the current senior family patriarch is beginning to look toward retirement, and (4) there
is a promising successor management team with some "typical" family business issues.
In the course of our initial meetings, we have met the key players and heard their
respective opinions of their objectives and what the future holds. We have also been provided
with basic financial information concerning the company and the patriarch and sole shareholder,
Tony Atkins. We are now preparing for a meeting with Talley & Counsel, P.C. to discuss the
following:
1.

What role can we play on the "team" of advisors to assist in this project?

2.

What is our opinion regarding the goals to be adopted in this exercise?

3.

Having had a chance to analyze the information provided to this point,
what primary problems have we identified and what alternatives should be
presented to the clients for their consideration?

The following is a compilation of the information we have gathered thus far:

Atkins Family Characters

Tony Atkins, Sr.

Family Patriarch, Age 63, Founder and President of Atkins Family
Enterprises, Inc.

Angela Atkins

Wife of Tony, Sr.
Angela is ready for Tony to retire, and is committed to the idea of
treating all the children "equally in everything we have" regardless
of their role in the company.
Tony accepts that he needs to work toward retirement, and
understands that he needs to work out the model for successor
management. He recognizes that he wants "ownership" to stay in
the bloodline, but that management doesn't necessarily have to
stay in the family.

Tony Atkins, Jr.

Tony and Angela’s oldest son. VP of Sales at Atkins Family
Enterprises

Julie Atkins

Tony, Jr.'s wife, employed as a nurse, no children and says she
and Tony, Jr. are waiting on "financial security" to start their family.
Tony, Jr. feels that his father should pass the baton to him because
he is the "oldest son" and asserts that his father's failure to make a
decision has created such uncertainty and insecurity for him and
Julie that "she has to continue to work because he could be out of
work tomorrow, which has prevented them from starting a family."

Rose Atkins Gray

Tony and Angela’s daughter. Married to Al Gray. Two children,
Emma and Owen, the only grandchildren of Tony, Sr. and Angela.

Al Gray

Married to Rose Atkins, VP – Game Division of Atkins Family
Enterprises
Al feels that he has great ideas for the company and represents
great value, but if Tony, Sr. doesn't work out a plan which gets him
ownership and some control, he could be "working for the
competition."

Michael Atkins

Tony and Angela’s youngest son. Not in family business. Engaged
to Heather (see below).
Michael wants to pursue an acting career, and clearly wants
nothing to do with the pending struggle between his brother and Al
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for control of the company. He is, however, about to marry Heather
who is a key person in the emerging and potentially very valuable
"Games" division, and we can expect that she will have some
strong feelings about these matters in the future.

George Bradford

Trusted friend of Tony Sr., VP – General Manager of Atkins Family
Enterprises and first employee of the company.
George is the "poster child" key employee, has only recently
realized that he is age 57 and needs to start thinking about his own
retirement. George is also uncomfortable with the prospect of his
future as a non-family member in a company run by either Tony, Jr.
and/or Al.

Heather and Tom

Friends of Michael Atkins. They are the creative and development
talent behind the potentially very lucrative Games Division of Atkins
Family Enterprises. Heather is engaged to Michael Atkins.

History of Atkins Family Enterprises, Inc.
Tony Atkins, Sr. married his high school sweetheart, Angela, after high school,
and joined the City Police Department at age 21. After four years with the Department,
Tony Sr. felt it was his duty to serve his country so, with Angela’s blessing, he enlisted
in the Marine Corps. He saw combat in Vietnam as a radio signalman. He was
wounded and mustered out, returning home in 1969. Unable to rejoin the Police
Department because of his war injuries, he capitalized on his military experience and his
police contacts and began servicing the Police Department’s mobile radio equipment,
both in-car and at various dispatch centers.
From the beginning, Tony Sr. built a reputation with the police departments in his
area as a responsible, hard-working and knowledgeable individual who knew police work
and who provided great service for a reasonable price. In the 1970’s, Atkins Family
Enterprises was incorporated and Tony's first employee was his Marine Corps buddy,
George Bradford. Gradually, the company began to act as a manufacturer’s representative
for radios and radio systems. Its advertising focused on police organizations and Tony Sr.
and George were welcome guests at police departments all over the United States.
In 1984, Rose Atkins, Tony and Angela’s daughter, married the very bright and
computer savvy Al Gray. Tony Sr. and George Bradford decided he would be a great
addition to the business and hired him. That same year, Tony Jr. joined the company on
a part time basis while attending college with a history major and a computer science
minor. The following year, Tony, Jr. began his career as a full-time employee of the
company.
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Al Gray’s knowledge in computer technology in communications helped the
company move smoothly into consulting, designing and implementing large and small
communication systems for both police and fire departments. The number of competitors
began to grow but Atkins Enterprise’s reputation and contacts kept the company going.
Although a steady flow of business kept coming in the door, the company was only growing
at a small rate through the 1990s.
In 2003, the youngest child, Michael Atkins, (who would prefer work as an actor
rather than in the family business), introduced the family to two of his friends with whom he
went to school. Tom and Heather were young, carefree and very bright, computer geeks.
They had dabbled in computer game design but had no desire to work for any of the
gaming software companies - even though with their talent they thought they could have
commanded enormous salaries. They showed the family an interactive game they had
created which did not require the use of a Game Boy or Xbox, just a simple CD drive (plus
a lot of memory on the PC) which featured realistic auto chases and decision making
scenarios involving crimes in progress or about to happen.
Within two months, Tom and Heather were the “Games Division” of Atkins Family
Enterprises, headed by son-in-law Al Gray, who was now VP of the Games Division. In
another two months their video game was ready to be demonstrated to some good friends
of the Atkins’, the producers of the TV favorite “COPPERS.” Two months later, the game
was licensed by the TV production company and on December 20th of last year, the game
hit the market.
Tom and Heather’s financial arrangement gave them each a 5% share of the gross
from “COPPERS – The Game” and an additional 5% each against a $100,000 guaranteed
salary for 5 years. This year’s gross sales are projected to hit $2,000,000. Five-year
projections, starting in January of this coming year, are for the Games Division to bring in
an annual net before taxes of around $1,250,000 after Tom and Heather’s pay. Heather
and Michael are engaged to be married in a few months.
Both Tony, Jr. and Al Gray think they should be the "heir apparent" to take over
the CEO position from Tony, Sr. It seems probable that neither of them is ready for that
job and, without George Bradford's maturity and guidance the company would be in
serious trouble without Tony, Sr.
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Atkins Family Enterprises, Inc.
Statement of Income
For the year ended last December 31
Radio
Division

Consolidated

Game
Division

Revenues:

C
C
C

Sales of Radio Products
Consulting & Service Rev.
Sales of Game Products

$
$
$

15,000,000 $15,000,000 $
-----6,000,000 $ 6,000,000 $
-----2,000,000 $
------ $ 2,000,000

$

23,000,000 $21,000,000 $ 2,000,000

$
$
$

10,500,000 $10,500,000 $
-----2,100,000 $ 2,100,000 $
-----1,000,000 $
------ $ 1,000,000

$

13,600,000 $12,600,000 $ 1,000,000

$

9,400,000 $ 8,400,000 $ 1,000,000

Selling Expenses
Gen & Admin Expenses
Depreciation & Amortization
Officer’s Compensation

$
$
$
$

2,664,000
2,950,000
200,000
1,240,000

Total Expenses

$

7,054,000 $ 5,910,000 $ 1,144,000

Net Income
Before Income Taxes:

$

2,346,000 $ 2,490,000 $

Income Taxes:

$

Net After-Tax Income

$

Total Revenue
Cost of Goods Sold:

C
C
C

Radio Products
Radio Labor & Parts
Game Products (1)
Total C of G Sold

Gross Profit:

Expenses:

C
C
C
C

$ 2,100,000 $
$ 2,780,000 $
$
90,000 $
$ 940,000 $

564,000
170,000
110,000
300,000

(144,000)

(914,940)
1,431,060

Footnotes:
(1) Includes 5% for each of Tom and Heather
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Atkins Family Enterprises, Inc.
Balance Sheet
December 31 of Last Year
ASSETS
General Assets:
·
·
·
·
·

Cash
Accounts Receivable
Inventories
Income Tax Refunds Receivable
Prepaid Expenses & Other Current Assets
Total Current Assets

$1,810,000
550,000
150,000
10,000
32,000
$ 2,552,000

Fixed Assets:
·

Property & Equipment, Net of Depreciation $
Total Fixed Assets

200,000
$

200,000

Other Assets:
·
·

Investments
Intellectual Property (Coppers)
Total Other Assets
Total Assets:

$ 488,000
$ 500,000
$
988,000
$ 3,740,000

LIABILITIES & STOCKHOLDER’S EQUITY
Current Liabilities:
·
·

Accounts Payable
Accrued Expenses & Other Liabilities
Total Current Liabilities

$

250,000
120,000
$

370,000

$
$

130,000
500,000

Long Term Liabilities:
·
·

Notes Payables-shareholders
Other Long Term Debt
Total Long Term Liabilities
Total Liabilities:

$ 100,000
30,000

Stockholder’s Equity:
·
Capital Stock
·
Retained Earnings

$

Total Stockholder’s Equity

$

10,000
3,230,000
3,240,000

Total Liabilities & Stockholder’s Equity
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The following information was provided by
Mr. and Mrs. Atkins describing their assets,
liabilities, and net income

ANGELA AND TONY ATKINS, SR.
ASSETS:
DATE OF
PURCHASE

REAL ESTATE
Primary Residence
Atkins Holdings, LLC (Office Bldg)

1960 $
1964 $

COST
BASIS
39,000
50,000

CURRENT
VALUE
$

OWNERSHIP

250,000
(1)
500,000

JOINT
TONY SR. (100%)

[leased to Atkins Family Enterprises]
$

750,000

CASH
CHECKING
SAVINGS
LIFE INSURANCE CASH VALUE (equity in split dollar)
ACCOUNT RECEIVABLE

$

10,000
50,000
70,500
100,000

JOINT
JOINT
TONY SR.
TONY SR.
$

230,500

MUTUAL FUNDS
MUNI BOND FUND 5%
BALANCED FUND

$

150,000
150,000

JOINT
JOINT
$

300,000

$

750,000

$

3,300,000

$

100,000

RETIREMENT PLAN
Defined Benefit Pension Account

750,000

TONY SR.

BUSINESS
ATKINS FAMILY ENTERPRISES, INC.

$

3,300,000

TONY SR. (100%)

PERONAL PROPERTY
$

100,000

JOINT

LIFE INSURANCE
Terrible Life of Texas policy # 123-4567
Insured: Tony, Sr., Beneficiary: Angela
Owner: Corporation (split dollar plan)
Face Amount: $750,000

TOTAL ESTATE VALUE

$

$ 5,430,500

(2)

INCOME & EXPENSES
INCOME:
SALARY
BONUS
RENTAL INCOME

$

370,000
155,000
12,000

TOTAL INCOME

$

537,000

$

355,000

$

182,000

EXPENSES
TAXES (INCOME & SOCIAL SECURITY)

$

LIVING

TOTAL EXPENSES
SURPLUS

130,000
225,000

(1) 100% of LLC owned by Tony, Annual rental income $12,000, value per recent appraisal
(2) ZERO LIABILITIES
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DISCUSSION
I.

Ethical Issue - Who is the client in this case?
A.

B.

C.

Why does it matter?
1.

Because the client establishes our objectives and priorities.

2.

Because potential conflicts of interest exist among the various parties, and we
must know whose interests we serve.

3.

If things don't turn out well, it is the client to whom we owe our duties of
loyalty and professional care, and it is the client who can sue us.

Ethical limitations
1.

Can we have multiple clients simultaneously?

2.

Can we be a "neutral" advisor and have no client?
a.

Then what is our role?

b.

Are we providing products only, or are we providing professional
services and advice, or are we providing both?

3.

Can the company be our client?

4.

Can we represent both Tony and Angela?

A good general rule - We may represent multiple clients when
1.

they do not have conflicting interests, and

2.

between or among whom we are free to share confidential communication.

We may not represent multiple clients who have conflicting interests, and we may
not represent multiple clients where we may be expected to keep secrets told to us by
one client from another client.
If we are representing multiple clients and
unexpected conflicts of interest arise, we must be prepared to withdraw from
representing any of them.
II.

What are our objectives in this case?
A.

Make the client define your goals, and help them establish priorities.
1.

My favorite question - It's a perfect world, all of your wishes can be granted,
and there are no taxes to pay. Now what do you want to achieve through our
work together?

2.

Don't allow "tax savings" to be one of the goals. It's OK to expect us to
examine alternatives for accomplishing the goals with minimum tax cost, but
reducing taxes is not itself a goal. Otherwise, we could simply advise clients to
give it all to charity.
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3.

B.

As planners, we need the goals and priorities in order to analyze which
planning techniques will be most appropriate - which will advance the
achievement of high-priority items and exact any cost from low-priority items.

The various cast members have given us strong hints regarding their respective

goals.
1.

Both Tony, Jr. and Al Gray think they should be the "heir apparent" to take
over the CEO position from Tony, Sr. It seems probable that neither of them is
ready for that job and, without George Bradford's maturity and guidance the
company would be in serious trouble without Tony, Sr. Tony, Jr. feels that his
father should pass the baton to him because he is the "oldest son" and asserts
that his father's failure to make a decision has created such uncertainty and
insecurity for him and Julie that "she has to continue to work because he could
be out of work tomorrow, which has prevented them from starting a family."
Al feels that he has great ideas for the company and represents great value, but
if Tony, Sr. doesn't work out a plan which gets him ownership and some
control, he could be "working for the competition."

2.

George Bradford, the "poster child" key employee, has only recently realized
that he is age 57 and needs to start thinking about his own retirement. George
is also uncomfortable with the prospect of his future as a non-family member
in a company run by either Tony, Jr. and/or Al.

3.

Michael Atkins wants to pursue an acting career, and clearly wants nothing to
do with the pending struggle between his brother and Al for control of the
company. He is, however, about to marry Heather who is a key person in the
emerging and potentially very valuable "Games" division, and we can expect
that she will have some strong feelings about these matters in the future.

4.

Assume that Tony, Sr. and Angela are our clients, so it is their goals which
define our priorities.
a.

Angela is ready for Tony to retire, and is committed to the idea of
treating all the children "equally in everything we have" regardless of
their role in the company.

b.

Tony accepts that he needs to work toward retirement, and understands
that he needs to work out the model for successor management. He
recognizes that he wants "ownership" to stay in the bloodline, but that
management doesn't necessarily have to stay in the family.

c.

Tony and Angela provide needed support for Angela's mother, which
needs to be continued.
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d.

They would probably prioritize their goals as follows:
i.

Find a way to retire with their financial security established, as far
as possible, separate from the financial future of the company.

ii.

Preserve the company, preserve ownership in the family so that the
family can enjoy its economic rewards, regardless of whether
management stays in the family. Work out a career path for both
Tony, Jr. and Al which allows them an opportunity to succeed and
minimizes conflict.

iii.

Treat all three children "equally" as to the entire estate after they
are both gone.

iv.

Develop a plan which rewards George for his years of loyalty with
the company and the value he has contributed, and keep George in
the company for his maturity and guidance while Tony, Jr. and Al
are potentially growing into the job.

v.

Ensure that we can take care of Angela's mother.

III. Review Financial and Company Data
A.

Personal financial information provided by Tony, Sr. and Angela
NOTE that this is the client's perspective of how things appear today. It is not
assumed to be technically accurate, and should point the planner to further
questions which need to be asked. It is the planner's responsibility to review
and confirm all essential information on which we rely in developing and
implementing a plan. Seek the help of the client's accountants, investment
advisors, banker, company comptroller, and others to confirm facts.

B.

C.

Company's Financial Info
1.

Balance Sheet [Note - the company's "Shareholder's Equity" or "Book Value"
is employed on Tony's financial statement to value his stock in the
corporation.]

2.

Statement of Revenues and Expenses [Note - Net Income]

Valuation of Atkins Family Enterprises, Inc.
1.

Valuation methodology
a.

Adjusted Book Value - "adjusted book value" is simply a re-stated
balance sheet, adjusted to reflect actual fair market value of assets, and
actual obligations which may not be fully reflected on the financial
statements (leases, deferred compensation obligations, costs of
liquidating assets, etc.). The "shareholder's equity" or "book value"
shown on the unadjusted balance sheet reflects "accounting values" of

THE ATKINS FAMILY
Estate Planning Case Study

© Douglas W. Duncan, 2011

Page 10

the assets - generally cost less depreciation. The book value resulting
from these adjustments more nearly reflects the net value of the capital
which is "at work" in the business. For Atkins Family Enterprises, Inc.
the primary adjustment would more nearly reflect the real value of the
"Coppers" game intellectual property.
b.

Capitalization of Earnings - A profitable business is not simply a
collection of assets and liabilities, but is a "machine" which employs that
property and its people in commercial activity to produce a stream of
earnings. If you are a minority owner who does not have the power to
liquidate the assets, then the anticipated stream of earnings probably
represents most of the value of you ownership interest. The present
value of that stream of earnings is determined by "capitalizing" the
earnings based on a percentage return on investment which the investor
believes represents the future business prospects and overall "risk"
associated with the business enterprise. This is analogous to the "priceearnings ratio" of publicly traded stocks.

c.

Combination Method - A "combination method" of valuing a business
interest takes account of both the adjusted value of the assets employed
in the business, and the value of the anticipated earnings stream.
Consider the following example for Atkins Family Enterprises, Inc.:

[See illustration on following page.]
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Analysis of the Fair Market Value of
Atkins Family Enterprises, Inc.
Components
of Value

Adjusted Book Value
Shareholder Equity (balance sheet)
Add for fmv of COPPERS game rights
Net Adjusted Book Value

$3,240,000
$700,000
$3,940,000

Goodwill Value
Reported net after-tax income
Adjust for excess compensation
Adjusted after-tax income

$1,431,060
$400,000
$1,831,060

Amount of net income attributable
to return on Adjusted Book Value @ 5.00%

$3,940,000

($197,000)

Net Goodwill Earnings
Capitalization Rate

$1,634,060
35%

Capitalized Value of Goodwill Earnings

$4,668,743

Total Fair Market Value of Corporation (100% interest)

$4,668,743
$8,608,743

Fair Market Value of Less than 100% Interest
Lack of Marketability Adjustment

THE ATKINS FAMILY
Estate Planning Case Study

35%

($3,013,060)

© Douglas W. Duncan, 2011

Page 12

2.

D.

E.

Role of independent professional appraiser in planning
a.

Where planning strategy includes transfer of assets, the taxpayer and his
advisors have responsibility to ascertain whether any taxable gift results
and, if so, the fair market value thereof.

b.

Filing gift tax returns and preparer penalties

c.

"adequate disclosure" and statute of limitations

Tax treatment of split dollar plan
1.

This is an "old" endorsement method equity split dollar arrangement in which
Tony is accruing equity in the policy to the extent the policy value exceeds the
company's contributions.

2.

Income tax result uncertain

3.

Estate tax result - majority owner imputed incidents of
ownership under §2042 - Either Tony or the company has incidents of
ownership in the policy. If the company owns the policy, the its incidents of
ownership are imputed to Tony (the insured) as the controlling shareholder. In
either case, the death proceeds are included in Tony's gross estate for estate tax
purposes.

4.

How to "fix" it?
Have Tony and corporation re-state the split dollar plan to
a "collateral assignment" arrangement, subject to §7872; followed by Tony
transferring the policy to an ILIT subject to that split dollar arrangement.

Restated financial info for Tony, Sr. and Angela - this is the info which we
believe to be correct based on everything we know at this point.
[See following page.]

THE ATKINS FAMILY
Estate Planning Case Study

© Douglas W. Duncan, 2011

Page 13

The following information reflects adjustments
for the fair market value of the company, and
the life insurance included in Tony's gross
estate

REVISED

ANGELA AND TONY ATKINS, SR.
ASSETS
CURRENT
VALUE

REAL ESTATE
Primary Residence
Atkins Holdings, LLC (Office Bldg)

$250,000
$500,000

OWNERSHIP
JOINT
(1)

TONY SR. (100%)

[leased to Atkins Family Enterprises]

$750,000
CASH
Checking
Savings
Life Insurance Cash Value (equity in split-dollar)
Account Receivable

$10,000
$50,000
$70,500
$100,000

JOINT
JOINT
TONY SR.
TONY SR.

$160,000
MUTUAL FUNDS
MUNI BOND FUND 5%
BALANCED FUND

$150,000
$150,000

JOINT
JOINT

$300,000
RETIREMENT PLAN
Defined Benefit Pension Account

$750,000

$750,000

$8,608,743

$8,608,743

$100,000

$100,000

$750,000

$750,000

TONY SR.

BUSINESS
ADAM'S FAMILY ENTERPRISES, INC.

TONY SR. (100%)

PERONAL PROPERTY
JOINT

LIFE INSURANCE
Terrible Life of Texas policy # 123-4567
Insured: Tony, Sr., Beneficiary: Angela
Owner: Corporation (split dollar plan)
Face Amount: $750,000

$11,418,743

TOTAL ESTATE VALUE
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IV.

Developing a Plan
A.

What to do with the company? Roles of Tony, Jr., Al, and George?
[Class Discussion - consider the following:]
Notes -

about 90% of companies in US are closely held
only about 35% survive to next generation
only about 15% survive to second younger generation
primary reason for failure or sale - management

How to control the distribution of the company shares?
outright or in trust?
discuss role of trust - especially when moving from generation to generation.
role of a "committee" or "board" to vote the shares held in trust.

B.

Pro forma estate distribution analysis under current facts
1.

Review schematic - assumes 3% growth for life expectancy

2.

Optimize use of unified credit and marital deduction

3.

Angela's estate under-funded if she dies first

4.

estate tax cost at death of second spouse - $5,668,728

NOTE - Because of the uncertainty regarding the size of the unified credit exemption and
the estate tax rate in the future, the estate tax analysis in this case assumes that Congress will
eventually adopt a "permanent" structure in which the exemption is $3,500,000, the tax rate is
45%, and we will retain "portability" of the first deceased spouse's unused exemption amount.

[See following page.]
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C.

Impact on values if:
1.

Tony gives 40% of the company stock to Angela, resulting in the remaining
60% in Tony's estate and the 40% in Angela's estate being valued with a
discount reflecting lack of marketability - assumed to be 35%
Value Adjustment ($3,013,060)

2.

Tony gives 50% of LLC to Angela, resulting in valuation discounts for lack
of marketability and lack of voting control - assumed to be 40%
Value Adjustment ($ 200,000)

3.

Revise the split dollar insurance plan to collateral assignment split dollar
loan strategy, removing incidents of ownership in policy from the corporation
so there is no imputed ownership to the majority shareholder. Then assign to
ILIT to remove from estate. [NOTE, IRC §2035 requires Tony to live for 3
years in order for this to be successful.]
Value Adjustment ($ 750,000)

4.

In addition, these transactions increase Angela's separate estate as follows:
40% of company stock (after discount)

$2,238,273

50% of LLC (after discount)

$ 150,000

Total

$2,388,273

As a result, Angela's estate is more nearly funded to utilize the unified credit if
she were to predecease Tony.
D.

Pro forma estate distribution analysis after these changes are made
1.

Review revised estate holdings (following pages)

2.

Review schematic - still assumes 3% growth (following pages)

3.

estate tax cost reduced to - $2,134,966

4.

Net Tax Savings - $3,533,763

5.

Consider "second-to-die" life insurance in trust to fund
payment of the estate taxes.
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Scenario #2

REVISED TO REFLECT REALLOCATION OF ASSETS

ANGELA AND TONY ATKINS, SR.
ASSETS
REAL ESTATE
Primary Residence
Atkins Holdings, LLC (Office Bldg)

TOTAL
CURRENT
VALUE

(1)

(1)

TONY'S
ESTATE

ANGELA'S
ESTATE

$250,000
$500,000

$250,000
$200,000

(2)

$200,000

[leased to Atkins Family Enterprises]

$450,000

$200,000

CASH
Checking
Savings
Account Receivable

$10,000
$50,000
$100,000

$160,000
MUTUAL FUNDS
MUNI BOND FUND 5%
BALANCED FUND

$150,000
$150,000

$300,000
RETIREMENT PLAN
DB PENSION
Defined Benefit Pension Account

$750,000

$750,000

$8,608,743

$3,357,410

$100,000

50,000

BUSINESS
ADAM'S FAMILY ENTERPRISES, INC.

PERONAL PROPERTY

(2)

$2,238,273

50,000

LIFE INSURANCE
Terrible Life of Texas policy # 123-4567

$750,000

$0

(3)

$5,067,410

(2)

Insured: Tony, Sr., Beneficiary: Angela
Owner: Corporation (split dollar plan)
Face Amount: $750,000

TOTAL ESTATE VALUE

$2,488,273

(1) Assumes that Tony dies first
(2) Values after appropriate discounts
(3) Assumes Tony lives for 3 years after transfer
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E.

Consider further:
1.

2.

Adopting a non-qualified unfunded pension for Tony, Sr., in recognition of
past years of valuable service, and obligate company to pay to him $300,000
per year for life beginning at age 65, continuing for Angela's lifetime if she
survives Tony, Sr.
a.

Provides a mechanism to pay retirement income to Tony, Sr. and Angela
which is fully deductible to the company.

b.

Actuarial present value of pension obligation - $3,501,240

Adopting a non-qualified unfunded pension for George Bradford,
obligating company to pay pension to him of $150,000 per year for life if he
stays until his retirement at age 65.
a.

This is significant issue of financial security for George, and would help
assure his availability to ensure company can make it through the next 8
years without Tony, Sr.

b.

Actuarial present value of obligation - $1,001,640

c.

Consider funding this with a "key-man" life insurance policy on George's
life to protect company against George's premature death, and
accumulate maximum cash value to fund pension obligation upon
retirement.

3.

Electing S corporation status so that corporate earnings can be paid to family
members without additional tax cost. The availability of such distributions
would also potentially provide funding to sell substantial part of company to a
grantor trust at greatly reduced value.

4.

Recapitalizing corporation so that ownership is represented by 5% voting
stock and 95% non-voting stock. The non-voting shares provide a mechanism
by which Tony, Sr. will be able to transfer some ownership without having to
give up voting control until he is ready to do so. Those would be ideal shares
to sell to grantor trust.

5.

Increase rent being charged by LLC on office building leased to Atkins
Family Enterprises, Inc. Current rent represents only about 2.4% of value of
building. Increase rent to $45,000 annually - 9% of value.

6.

Recapitalize LLC so that ownership is represented by 5% "general"
membership interest and 95% "limited" membership interest. Consider selling
95% limited interest to grantor trust at discounted value.

7.

Use some of Tony’s unified credit to give the majority of the non-voting stock
to a specially designed "grantor trust", and to sell the remaining non-voting
stock and the Limited Membership Interest in the LLC to that grantor trust.
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8.

8.

Grantor trust structure a.

Angela can be a beneficiary for life. This provides flexibility in making
distributions of cash flow after purchase obligations have been paid and
we need to continue income to Angela and Tony, Sr.

b.

After Angela and Tony, Sr. have both died, divide into separate equal
shares for all three children. Note that ownership should probably go to
Rose rather than Al, and discuss with clients.

c.

Ability to terminate grantor trust status if desired.

Review schematic of "Business Continuity Plan" reflecting adoption of all
these strategies.
Ultimate estate tax cost reduced to $45,640.

[See illustration beginning on next page.]
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Following these transactions, the assets comprising Angela’s and Tony’s taxable estates would
be as follows:

We have reduced their taxable estate from $11,418,743 to $3,151,759, using only $1,724,462 of
Tony’s unified credit exemption in the process. The projected net estate tax liability has been
reduced to only $45,640. We have not reduced either their sources of income or their voting
control of the company.

ADVANCED ESTATE PLANNING
Case Study #3

©2009-2011 Douglas W. Duncan

Page 23

ADVANCED ESTATE PLANNING
Case Study #3

©2009-2011 Douglas W. Duncan

Page 24

